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Customer Relationships to the Forefront
In a 1994 study. AT. Kearney found that cost competitiveness ranked

first among the nine most frequently mentioned issues viewed by CEOs as "critically
imponant:' That same year, nearly 50 major news anicles related to cost cutting and
downsizing appeared in leading business magazines such as Business Week. The
Economist. Forbes, and Fortune, and in journals like the Harvard Business Review. the
Sloan Management Review. and Wharton MagaZine. These publications allocated far
less coverage to the 1994 survey's second most "critically imponanf' issue: customer
relationships. Two years later. the focus in the business press had already shifted. with
customer relationships gaining a substantial edge over cost cutting and downsizing.
When A.T. Kearney's 1997 CEO Global Business Study revealed that cost cutting and
customer relationships had traded positions. the news media had also shifted its
emphasis.

In today's business environment. companies must pursue both to be
successful. "Our business cannot grow profitably without being cost competitive:'
assened one 1997 CEO study panicipant. Another argued that the two - costs and
customers - are in fact a cause and an effect. "If we are not cost competitive." he
declared. "we can't increase customer value."

Supplier Relationships Emerge
"Relationships with suppliers are the first step in the whole process:'

stated one executive in the 1997 study. Yet "historically. companies have not considered
procu.rement a key business activity" ("Buying Better." Industry Week. 21 July 1997).
In the 1994 A.T. Kearney CEO research. relationships with suppliers were not even
mentioned by CEOs. That corporate chieftains. particularly those in the auto industry,
have begun to appreciate their significance should not be surprising. Consider how
Honda interacts with and relies on its suppliers. "First," notes Industry Week. "the
company marries its suppliers for life. When Honda signs a contract with a supplier. it
expects to maintain that relationship for 25 to 50 years." Honda buys 80% of the cost of
every car it makes "to the tune of $6 billion wonh of goods from Nonh American
suppliers every year." A senior vice president of purchasing and corporate affairs for
Honda of America. Dave Nelson. stated "Our 13,000 employees only make about 20% of
the cost of the car. so it's critical.Jhat we purchase well:' Even so. value-added relations
with suppliers ranked only ninth among the 27 priorities identified by A. T. Kearney's
1997 CEO Global Business Study.

14
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........Adde.Value,Areas

Cost Reduction N. America II 28% 6% 3%
Global 26% 12% 90/c

Quality N. American 27% .. 20% 9%
Improvement Global 28% Bit 18% 12%

Access To New N. American 3% 25% - 15%
Resources Global 8% 22% - 27%

Enhanced Sales N. American 5% 6% 14% lIB
Global 10% 11% 25% IfiI

Partnership Priorities

FIGURE 4

Most executives surveyed emphasize relationships with suppliers that will
help reduce cost and assure product quality (Figure 4). However. this may be short­
sighted. With 70 - 80% of product value coming from suppliers. few companies can
afford to overlook the additional value that the creativity and capability of suppliers can
contribute to innovation and growth. A significant minority of executives already see the
opponunity: they rate access to new resources and enhanced sales as their number I or 2
priorities for supplier pannering. "The whole of our business relies on adding value ....
We provide our customers with product and service. That is the only reason we exist."

Honda and other companies come to market only as fast as the slowest
member of their supply chain. Moreover. quality is only as good as the weakest member
of the supply chain. Asked why value-added relationships with suppliers have become so
important. one U.S. executive echoed Honda's thinking. "We basically outsource 70% of
our suppliers. achieving best cost and quality is of greatest imponance.'·
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COMMON GOALS/COMMON BARRIERS
A. T. Kearney's /997 CEO Global Business Study found that customers

tend to preoccupy CEOs' time and energies, often at the expense of suppliers. Yet those
who have made supplier relationships a priority - representing about a fourth of the
companies interviewed - conclude that the end result is a classic win-win proposition.
Greater quality. stepped-up innovation. and better value combine to provide better value
for customers. More thoroughly satisfied customers prove key to better performance on
the bottom line.

While suppliers may well be the next frontier. the 1997 research suggests
that most companies surveyed face considerable organizational barriers (Figure 5).
Several obstacles must be overcome in order to forge high-quality. value-added. strategic
relationships with suppliers. In North America. where CEOs' expectations vis-a-vis
supplier relationships frequently are limited. the primary barrier is a myriad of competing
initiatives - a factor cited by more than half of all interviewees. Europeans most often
mention the lack of cooperation among business units and across functions. South
Americans appear hobbled by poor inter-functional cooperation along with a paucity of
data. In the Asia-Pacific region. a lack of internal skills and experience impedes
progress.

Barriers To fonning ERective Supplier Partnerships
(Nlrth A.erlca)

Too Many Other
Competing Initiatives

Comfortable Relationships With
Existing Suppliers

Lack Of Cross-Business
Unit Cooperation

Doubt That Opportunities Exist

Lack Of Cross-Functional
Cooperation

Lack Of Adequate Data To
Support Analysis

Inadequate Monitoring And
Control Systems

Inadequate Experience At Managing
Major Improvement Program

SoMrre: A. T. Kl!Gme.. 1'197 CEO GlobG/ BMsUII!ss StlUiy

56% 1- Cnucal
HalTler

FIGURE 5

Nevertheless, many companies continue to describe their sourcing
programs as "highly" successful. The reality is that few actually have captured
performance benefits that would justify such, iaims. While the global top quartile of

16
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FlGURE6

Ultimately, the CEO must sponsor and drive a program to develop the
necessary supplier relationships in spite of preexisting organizational and cultural
barriers, and internal resistance to change. From their bully pulpit, CEOs must rally their
companies to challenge traditional thinking and approaches.

performers attained annual improvements at twice the rate of average competitors. the
companies in the lowest quartile were frequently unaware of their poor performance.

All of which points to leadership. Most CEOs simply have not placed
supplier relationships high enough on their agendas. Insufficient numbers have looked
to suppliers as a source of competitive advantage and only rarely have they summoned
the imagination to empower procurement to suppon their customers. Particularly in
Nonh America almost 60% of CEOs are content with cost reduction alone from supplier
relationships (Figure 6). A mere 7% make the connection between supplier relationships
and their customers.

59%

. 15%

Help Support
Customers

Reasons Why Supplier
ReJaIionsbipSAr,e.Clilical

Reduce Or
Contain Costs

Required For
Outsourcing

Overall Impact

Leverage Expertise

Source: A.T. K..eiJnJ~." /997 CEO Global BUSiness Stud','
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22%
Quality
ProdUCL<;

(Glohal = 33%)

32%
Reduced COSL~

(Glohal = 27%)

FIGURE?

19%
Open

Communication
(Glohal = 20%)

41%
Trust

And Honesty
«jlohal = 30tH-)

24%
SeLLing And

Meeting Mutual
Goals

(Glohal = 26%)

24~k

Willingness To
Share

(Glohal = 19%)

.'>0,,,,,.- 1\1. K"m,<V 1907 CEO Global &ull,,..51.,;,,
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Trust is earned when companies work together to innovate faster and to
deliver product more efficiently - when the buyer's engineer lets "a supplier's engineer
come in and tweak his precious design" (Brown 1997). Working together does not occur
spontaneously (Figure 7). It requires three preconditions. First. the partners must be
willing to share. Second. communications must be open. Third. the supplied as well as
finished products must be of the highest quality. These preconditions will beget the
actions that establish good faith: the ~etting and meeting of mutual goals on the one hand
and reduced costs on the other. Good faith. in tum, reinforces trust and honesty.

Building on Trust
Asked to enumerate "the key features of a successful partnership with

clients" in 1997. again and again executives mentioned "trust". "Trust; that's all there
is" declared a top ranking U.K. executive. "Trust. honesty. and deliveries made on time:'
declared a Canadian leader. "Trust and mutual understanding:' exclaimed a top U.S.
executive. "Openness. transparency.... Trust and quality are essential." stated a
Brazilian respondent. "Understanding each other's goals. trust and a mutual interest:'
said another U.K. executive. "Trust. joint understanding ... and evaluation of
performance," an Australian business leader maintained.

Mast Cited features Of Successful Partnerships
(North America)
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r\ I ~ . Few companies have achieved lhl'> level of trust with their suppliers.
InlM : '\'1.1\,'\ . S 1997 research identified cxec;u"VC rel~ct~ce on two fronts that impedes
Th,' \ \', S), Companies are loath to involve; ,>upphers 10 key process management.
'1'" ,t.\ ";", disinclined to outsource even tnufJIJonally "non-core" activities like
'\'\'H",

'\'.\.' .\nd legal services. marketing and hlJllwn resources.

Asia I
Pacific

18%

EuropeSouth
America

- Much less Involve SUpPliers In
Kev Process Maoagemenl

19

Percent Of Compani~'S Involving
Supplil.TS In Key Process Management

Nonh
America

17%

1_ 'Ulfro ,,'

1- ,......."

F/(j{l/(J-: .'i

I\'n:cnl Of "Noncorc" /\cllvllics OUlsourccd

1'·~al•••••••••a72':?

"'ss CEDs Ire RelDcllDI To OUIsource
"Noa-care Aclivities"_

i '''·''II'.S••••••••• 62%

With trust established. the p(irtTl,:r') jointly aim to achieve two objectives:
·":.:-r innovation and efficient prr}l'Jlj',1 delivery. The objectives result from a

" ., Hies:

\,' ,hinking as partners result;, In HI',!'; ;md better ideas. innovative product
" ;lI1d a better and more clear undcT'.I:mding of market issues;

\'",,"l1l1lg•••• 27%

••...... ' .. mg ••••••• 49%

\. ., , ....

~, '\ '.\ -hain integration will mean fewcr ClIJ' of-stock items. lower costs. and better
\ ,,' \• ~,,; suppon; and

lln'''''\'''~,'nal ventures ultimately could reduce risks. foster broader global growth and
,,~, , J . • I .

, ," 'llaborative ventures. such as ...hare t mtematlOna service centers.

t\. ".\\ . hi h. \'~~I: of alternative technologic'> wIJl ella e t e partners to glean the best
l", . '" k;"~II:S and. with some luck. be fir'..1 '/1 mar et;

~ .... ~

\ "'" ·~llprovement.the mutual "twcaklTJ;'" will result in closer cooperation. lower,.". .'

, ' .... ,',';\ costs. lower consumer pncc'). :Jfld Improved market share: Prototype and
\" • ' ,,;ppon will give rise to fastcr prCldlJ'.1 development cycles and better overall
L'".. ',,, , ~uality;
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FIGURE 9

20

Mean = UXI

Quanile

Sourcing Cost Savings
(Annual, Indexed)

!"irsl Second Third !"OuM

Mere CeDlPeuuve Input elsts
211

Mean = ltXl

Quanile

New Product Development Cycle
Time Reduction

(Annual. Indexed) .

Hrsl Second °Ibird !"ounh

Faster ProduCU.n Innovaaln
204

Leveraging Supplier Relationships
Traditionally. purchasing has been transaction focused - getting the right

quantity and quality of goods of all kinds to the right place at the right time at the lowest
price possible. Traditional purchasing is insufficient in today's competitive
environment. Buying goods at the cheapest price absent an overall strategy that takes
into account competition. tota] cost of ownership. and a host of other factors is a recipe
for disaster.

Traditional thinking centered on cost-control. Now"a procurement chief
may be told that merely buying from the lowest bidder isn't always best. and he may not
like it" (Brown 1997). According to the Harvard Business Review. strategic needs are
more likely to influence procurement, with items to be purchased assessed according to
their impact on company performance. "Many companies now realize that they need to
manage suppliers as a ponfolio and that much of the value that those companies
ultimately deliver to their customers will. in fact. come from the suppliers that provide
them with their most imponant products and services," says Larry Kohn of AT.
Kearney. ("Procurement: A New Strategic Frontier." Harvard Business Review,
November-December 1996). "Strategic advantage will come from securing the right
relationships with key supply chain panners" he adds.

Performance leaders secure such advantage by approaching supplier
relationships in a dramatically different way. tailoring their supply strategy to fit their
overall corporate strategy. Such companies are able to make supplier relationships a true
source of competitive advantage - across the entire business (Fixure 9).
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Adopting an extended-enterprise approach. they squeeze out waste and
reengineer the processes that link companies together to make. sell. deliver. and support
products. CEOs of these companies - most of whom emphasize objectives like cost
competitiveness. revenue growth. and creation of shareholder value - implement formal
programs with key suppliers to ensure that these objectives are realized. These CEOs do
not achieve cost reduction at the expense of all else. Even when they cut inventories by
half and/or reduce supply-chain costs by 25% or more. their main concern has been to
use suppliers to maximize their own products' competitiveness.

The performance leaders have moved beyond the traditional purchasing
mindset to adopt models for fully leveraging the capabilities of suppliers. Managing the
relationships much as they might portfolios. they opt to work closely in mutually trusting
relationships with select suppliers. They identify world-class benchmarks to assess their
tnLllual performance and to challenge each other to meet the highest possible standards.
At the same time. they gather intelligence about competitors. markets. and other
suppliers. feeding it into their strategy-making departments and sharing this information
with suppliers. Companies have found that the value and goodwill created in the
supplier-relationship ultimately flows back to the very customers that are their lifeblood.

At Bristol-Myers Squibb. according to Industry Week. procurement
comprises ··physicians. lawyers. pharmacologists. computer experts. travel experts. and
the like:' In the manner of Wall Street analysts. or even an intelligence-gathering
agency. they determine "what the market forces are. who the key players are. who's a
rising star. how technology is changing and much more" (Harrington 1997). They are a
critical part of the-CEO's strategy team.
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BUSINESS IMPLICATIONS

What are the implications from this survey for companies and execUlives preparing for
the new millenium?

Value-based customer relationships become the business focus. CEOs have heard the
message from their marketplaces. Companies seeking long-term customer relationships
must provide higher value: more innovation. better quality. greater responsiveness and
agility. all at lower cost. Competing on a single dimension isn't enough. The entire
organization. indeed the entire value chain. must be focused on this goal.

Suppliers play an expanded role. Suppliers must play an even greater role in delivering
value to the end customer. At a minimum. companies must work with suppliers to ensure
that they provide products and services efficiently and reliably. After all. the suppliers
control upwards of 70% of the final cost of many products. More importantly. however.
companies must encourage the creativity and harness the resources of their suppliers to
support the new product innovation and geographic market coverage that their customers
demand.

Companies will need to manage a portfolio of relationships. Companies should be
wary of the hyperbole surrounding the pervasiveness of customer-supplier
"partnerships." Even a vague commitment to "work together" qualifies as a partnership
in some circles. but this falls far short. Companies will need to manage many types of
relationships with both customers and suppliers going forward. but few such
relationships will become truly rich partnerships. To do so. customer and supplier must
agree and set joint business goals. Then. managing the relationship for results is key.
Fundamental to this is trusting that each party can and will perform as agreed. whether it
be in terms of willingness to share information. open communication. product quality.
This trust comes from demonstrated performance. and in tum fosters continued growth
of the relationship.

Senior management must lead and drive changes. Implementing this broader extended
enterprise (customer-company-supplier) value chain approach will.require senior
executive leadership and involye!I.!ent. It touches too many parts of the business;
individual departments and functions will be limited in what they can accomplish. For
many of the survey respondents it may mean a consolidation or reprioritization of
initiatives to focus resources where the payback is greatest. And it will require a critical
look at the decisions made. attention paid and resources applied to the supply side of the
value chain. This also includes challenging the assumptions that have led to
"comfortable" relationships with existing suppliers. Executives must ask whether these
are the best suppliers to help accomplish the corporation' s goals going forward.
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PURCHASING/SUPPLY EXECUTIVE ISSUES
A.T. Kearney's House of PurchasinX and SupplySM framework (Fixure

10) provided the overall structure for the survey of and focus group discussions with
purchasing executives.

atreCllln·selling
Processes

COre
Procuremell
Processes

SUman.nW
lnablmg Processes

FIGURE 10

The framework is the product of extensive research into leadership practices in
procurement conducted by AT. Kearney. The House qf Purchasing and SuppllM
framework examines the three levels of the procurement discipline: direction-setting
processes (the apex). core procurement processes (the center). and supporting/enabling
processes (the foundation). To ensure a balanced study of the purchasing and supply
discipline. all eight "rooms" of the House ofPurchasinx and SUppl/M framework were
addressed by this research study.

The study team conducted eleven regional focus groups with over 160
purchasing/supply executives in 1997. Prior to each focus group. the executives
completed a survey containing 37 forecasts. The survey measured the executives'
agreement and disagreement with.each statement. The researchers discussed the
responses with the focus group panicipants. Highlights from these discussions. as well
as pertinent anonymous quotations. are contained in the full research report available
from the Center for Advanced Purchasing Studies.

The researchers applied a statistical social science tool called Factor
Analysis to uncover key issues or constructs in the survey data. Purchasing supply
executives raised 18 notable areas of concern over the next five and ten years. These
issues are examined in descending order of consensus.
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Electronic commerce technologies will support electronic efficiency
efforts. The oyerwhelming consensus of focus group attendees is that this trend will
accelerate over the next 10 years. Vast quantities of business information will become
available. The Internet - including Intranet. Extranet. and Internet technologies - will
provide the backbone of electronic commerce once several key issues are addressed.

A very powerful communication integration is already underway
matching future improvements to the World Wide Web with the adoption of enterprise­
based systems. The need for speed in decision-making and the need to increase the
velocity of product and service fulfillment are driving this trend. Many firms are already
using the Internet for information transfers. However. the Web will be used more as a
vehicle for conveying "demand pull" throughout the chain rather than as a mechanism to
push information to supply chain managers.

Once security issues are fully addressed. purchasing transactions will
explode on the Internet. Ordet:tracking, funds transfer, production planning and
scheduling. receipt acknowledgment and other basic processes will be fundamentally
changed by information and the way it can be transferred between supply chain
members. Using an analogy. the Internet will affect the supply chain even more radically
than the interstate highway's impact on the transportation industry.
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Electronic commerce
Strategic cost management
Strategic Sourcing
Supply chain partner selection and
contribution
Tactical purchasing
Purchasing strategy developm~nt

Demand-pull purchasing
Relationship management
Performance measurement

1. ELECTRONIC COMMERCE...
..

':1_ \,.T."-...,-. ...................

10. Process uncoupling
II. Global supplier development
12. Third-party purchasing
13. Virtual supply chain
14. Source development
15. Competitive bidding and negotiations
16. Strategic supplier alliances
17. Negotiation strategy
18. Complexity management
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2. Strategic Cost Management

~

..
Cost competition will increase due to worldwide competitive pressures.

Firms in different supply chains will increasingly be forced to examine cost reduction
opponunities through joint process improvements. Increased cooperation between firms
to establish cost drivers and individual/joint cost reduction strategies will enable the
reductions needed for improved competitive position.

Formula pricing approaches will have to be developed for engineered and
specified products and services to assure equitable profits and return-on-investment.
while reducing costs. Cost models and cost-saving sharing will become increasingly
imponant in non-commodity markets. Principally strategic cost management will
influence competitive cost structures.

3. Strategic Sourcing

~

~
'·......\.T. U--. 1_. ...................

Strategic Sourcing will drive supply chain management initiatives.
Comments from focus group participants indicate two related but distinct trends. First,
supplier assessment metrics will become more detailed and precise as purchasing
examines performance at finer levels of detail. Second. metrics will become more
individualized as companies tailor metrics to specific suppliers.

These two trends will increase the level of complexity involved in
managing supplier evaluation and assessment systems. The metrics, however. must not
become so complex that they-are difficult to manage on a corporate level. There is no
strong trend to reduce complexity and standardize by applying one metric throughout a
supply chain.
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4. Supply Chain Partner Selection and Contribution

Detennination of first-, second-, and possibly third-tier suppliers will
become more critical to dominant supply chain companies in the future. "Lean supply
chains" will be a competitive strategy. Resources will increasingly be shared between
highly interdependent finns who rely on each other as customer/supplier to maximize
value added contributions and reduce duplication of resources.

Increasingly integrated supply chains with two to four partners will
provide the basis for competing and generating cash flow and return-on-investment.
This is a logical extension of finns first improving efficiencies within functions, then
across-functions, to process improvement between and across multiple finns. Strategic
purchasing competency centers will be established at dominant companies with highly
trained personnel. They will study their supply chains and search for opportunities to
achieve competitive advantage through their choice of supply chain partners;
detennination of core competencies: and influence of design, manufacturing, operations
and sourcing.

5. Tactical Purchasing

·:I ... A.T. ""_._. .,. ____

There will be tremendous change in tactical procurement in the future.
Key activities will continue to include supplier evaluation. selection and development.
including cross-functional and cross-enterprise teams. However. tactical purchasing
activities such as ordering, quoting, expediting, etc. will be automated and head counts
will be reduced. Selected low-value. non-criticaL standard commodity purchases are
likely to be outsourced to full-service providers. Procurement will thus have a
continuing but changing role in tactical purchasing.
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6. Purchasing Strategy Development

There wiIllikely be more linkages between supply chain and business
unit-/companywide strategies as firms look for innovative sources of competitive
advantage. As supply chain management becomes more advanced. cost. technology.
quality and time drivers throughout the supply chain will become better identified.
Performance of the supply chain will be measured more effectively and executive
performance will be linked to both internal and external supply chain performance.

To facilitate cross-enterprise supply chain integration. strategic
purchasing personnel will develop strategic alliances with key supplier partners and
customers. Implementation of demand-pull information systems will synchronize
supplier payments with actual work. usage or sales of the product or service.

Insourcing/outsourcing decisions will be integrated into the strategic
sourcing process. A single cross-functional executive group will establish what work
will be done internally and what will be done externally. This will be a regular fact­
driven decision process.

7. Demand-Pull Purchasing

•
Some forward-looking firms are investing enormous sums applying

demand-pull purchasing philosophies to provide a seamless link between suppliers and
buyers. They are becoming more sophisticated with customers on a part-number-by­
part-number basis around the wm:l.d. The main challenge will be integrating the
information systems of key supply chain members. These systems will be based on
enterprise-based software and Internet technologies.
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8. Relationship Management

Relationship management will become more imponant to finns. In select
industries. firms maintain multiple roles simultaneously - customer. supplier and
competitor. Therefore. there will be a movement towards combining customer/supplier
relationship management activities into one office to assure alignment of relationships (if
concerns about reciprocity can be eliminated). Trust building. communications. joint
planning and the fostering of interdependency will be viewed as stepping stones to
achieve competitive advantage.

Transaction processing will be minimized with a large percentage of
tactical purchasing activities outsourced to full-service third parties. These relationships
will be managed as key but not necessarily strategic relationships.

A highly competent purchasing professional group will continue to drive
performance with external suppliers to achieve competitive goals. Analysis of the supply
base and coordinating highly skilled cross-functional teams wiII remain critical activities.
Relationship management will change. but the distinction between supplier and customer
relationships will remain.

9. Performance Measurement

Supply chains will have a common set of core performance measures tied
directly to individual companies' strategic and business unit performance. Common
performance metrics will be established for supply chains in specific industries. These
measures will be tied to strategic business metrics. Thus. new supply chain benchmarks
will need to be developed and tied to particular corporate goals.

Profit measures. however, will not be routinely shared in the supply chain
even though integrated information systems will facilitate the reponing and use of these
measures. Market price changes at the final customer level will be transmitted quickly
up the supply chain and will be a key driver of performance. Performance metrics other
than costs will continue to be difficult to define.
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10. Process Uncoupling

~
Firms will evaluate their insourcing/outsourcing decisions through

systematic processes in the future. This assessment will require determination of core
competencies in all stages of technology development, in product/process/service design
and development, manufacturing/operations, logistics and service. There will most likely
be a decoupling of processes where it is demonstrated that competing firms provide
superior capabilities that leaves no chance of "catching up:' Firms will be required to
outsource processes when competitors are achieving superior performance - which
implies decoupling of processes. Process uncoupling will increase the number of firms
in some supply chains.

11. Global Supplier Development

':1_\.1.-'-.'-. "..............

Global supplier development will prove critical to foreign market
penetration. Companies are already developing world-class suppliers in emerging
markets. This effort will intensify in the future. Firms will ask existing world-class
suppliers to grow with them as the firms expand. i.e. to develop manufacturing
capabilities in foreign markets. Local content restrictions will become a less pressing
consideration. When local content development of a new supplier is needed. companies
will ask an existing strategic supplier to develop the capability with a local firm via a
joint venture. An emerging strategic issue is managing these joint venture relationships.

12. Third.Party PurChasing

t"'''. \.T.a-.......40....---.

Leading firms will buy all non-tactical products and services under master
contracts. Consortiums that have major leverage and buying expertise will negotiate
some of the contracts. Other contracts will be with third-party companies that also have
major leverage and buying expertise. All transactions. releasing and accounting, will be

_performed electronically over a secured lnternet-like network. Users will select
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products/materials/services directly from on-line databases maintained by suppliers or
consoniums. All of the accounting systems will be tied together and accounts settled
automatically. However. there is no clear trend in third pany purchasing...some will use
it. some will not.

13. Virtual Supply Chain

~
The creation of vinual supply chains is a secondary trend that will

continue over the next 10 years. Mergers are becoming increasingly difficult.
Companies need to enter into short-term alliances via virtual supply chains without the
legal entanglements of mergers or long-term contracts.

14. Source Development

..' ....\.T...-...... AI~---"

Supply chain integration will continue to develop. although the progress
will be slow and difficult. lntegrated information systems will facilitate the process. but
the rapid change in technology and marketplaces will make supply chains difficult to
integrate. Leveraging purchases across a supply chain will also prove difficult. The
benefits of source development are clear. but difficulty in establishing them seems
daunting. -

15. Competitive Bidding and Negotiations

Competitive bidding will continue to be used to ascertain market prices
and award business. Many companies will take bids for non-strategic items. However,
"many of these items will have been outsourced. so third pany buyers or consoniums will
conduct the bidding. Governments will continue to use bidding for much of their
purchasing.
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Purchasing will continue to negotiate with suppliers. independent of labor
and customer negotiations. Competitive bidding will become more intensive because of
greater price transparency and cost visibility.

16. Strategic Supplier Alliances

Global competition will increase. with higher performance expectations
requiring continued focus on core competencies. but with expansion of access (internal
and external) to product and process technologies. Firms will continue to outsource
manufacturing, operations. services. logistics. and design and development on a selective
basis. The success of many firms will depend on their ability to clearly establish external
resources and competency needs and develop two-way business and technical exchanges
to the benefit of both panies. The ongoing need for flexibility and asset management
will require firms to establish alliances in order to maximize leverage and synergy of
resources.

17. Negotiation Strategy...
....

Negotiation strategy will continue to move toward win/win relationships.
Companies are looking at total cost as a criterion and strong win/win relationship
building is needed in order to lower total costs. This trend will continue and expand as
evolving supply chain benchmarks allow firms to measure jointly supply chain
performance.

This does not imply that negotiations will become less imponant. On the
contrary. competition will increase as supply chain competition increases. However,
negotiations will become more complex and sophisticated with less reliance on emotions.
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18. Complexity Management

Supply chains will evolve upstream and downstream from dominant
companies. These companies will dominate because of their size. technology leadership.
or distribution systems. These companies will influence sourcing decisions and resource
sharing throughout the supply chain. Managing the supply chains will be complex and
require much relationship management. Joining and leaving the supply chain will
become more difficult and complex actions.

Companies will continue to source strategically. Complexity management
will intensify. creating new challenges for procurement professionals.
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The environmental scan identified two types of trends: socioeconomic
and commercial. Socioeconomic trends influence CEOs only indirectly. The CEO
surveys had less to say about the social and political environment. natural resources and
the environment. demographics and industrial policy. The CEOs feel more directly
affected by the work environment. technology. global business environment and market
transactions. Their comments reflected their concerns with these trends.

Nonetheless. analysis of the data from the CEOs and Purchasing and
Supply Executives reveals that both groups track most of the important environmental
trends revealed in the futures scan. Also. both the CEOs and Purchasing and Supply
Executives recognized the importance of developing appropriate procurement/supply
strategies that take account of the changes implied by the environmental trends and that
support the overall strategies of their organizations. Not unexpectedly. the Purchasing
and Supply Executives had a much deeper understanding of these strategies than did the
CEOs.

CEO issues were broader and more strategic. They focused on:

• Relationships - Customer Relationships (primarily) but also Supplier and Joint
Venture Relationships;

• Performance - Cost Competitiveness. Revenue Growth and Shareholder Value
• Managing Change - Globalization. Technology and Industry Restructuring.

Purchasing/Supply Executive issues were narrower and more tactical:

• Direction Setting - Strategic Supplier Alliances. Strategic Cost Management.
Supply Chain Partner Selection and Contribution. Purchasing Strategy Development.
Demand-Pull Purchasing. Process Uncoupling. Third-Party Purchasing. Virtual
Supply Chains and Complexity Management

• Procurement - Strategic Sourcing. Tactical Purchasing. Relationship Management.
Global Supplier Development. Source Development. Competitive Bidding and
Negotiation. Negotiations .§l!~tegy

• Purchasing Infrastructure - Electronic Commerce. Perfonnance Management

Nonetheless. it appears that CEOs and their Purchasing Executives see the
future in similar tenns and are pursuing compatible strategies to prepare their
organizations for the future
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FUTURE RESEARCH

Forecasting and planning are never-ending processes. Competitors enter
and exit. laws and regulations change. new technologies emerge. unexpected events
occur. and strategies succeed and fail. Forecasts must be recast and plans must be
changed. The forecasts in this report will ultimately be less than perfect - they will
need periodic updating to reflect new knowledge and past actions. The intent of the
sponsors is to update the forecasts on a regular basis and thus keep them useful and
relevant to purchasing and supply professionals. It is also an intent of the sponsors to
expand the scope of the data collection and forecasts to a global basis. thus better
reflecting the reality of the world in which we live.
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were aimed at determining the
impact of business trends on the
profession five and 10 years out.
Companies represented a wide
range of industries including con­
sumer products, retail, communi­
cations, healthcare, finance, oil
and gas, automotive, transporta­
tion, and utilities.

By Julie Murphree, editorjor
Purchasing Today'.

A Concerted Effort
Recognizing the impact this

type of study would have on the
profession, the team (see box) set
a detailed outline of progress to
meet certain time line goals. Actual
work on the study began in early
January 1997. The team spent the
first few months reviewing and
consolidating the current knowl­

edge base and collecting information from other sources. By
June of last year, nationwide focus groups were organized and
scheduled. Then, by the
end of December 1997, all
focus panel and CEO inter­
views were complete. With
all the data collected, it
was time to write the
report.

Each team member had
various areas of the study
that they were responsible
for in terms of gathering
and analyzing the data.
The information was then
merged into one report.

Concludes Phillip
Carter, "Individual organi­
zations should be able to
readily use the forecasts as
a check sheet. That is, each
organization can ask itself
if it is considering each of
the trends in its own plan­
ning. If not, the reasons
for not considering the
missing items should be
made explicit." liII

The complete Forecast will be released
mid-summer 1998.

Considered one of the largest concentrated studies done on the purchasing and
supply profession, find out how a team of experts put the information together.

How the Study was Conduded
The cross-industry "The Future of Purchasing and Supply:

A Five- and Ten-Year Forecast" concentrated on three main
areas for gathering data: CEO interviews, macro external factors,

and interviews with purchasing
and supply executives based on
a previously asked questionaire.

During CEO interviews con­
ducted by A.T. Kearney in a prior
study, facilitators asked several
questions: "What are the most
important trends? What are your
plans for taking advantage of
these trends? What implications
do your plans have for purchas­
ing and supply?" All questions

As the profession moves into
the new millennium, NAPM
is poised for leadership. In the

1997-1998 NAPM Strategic Plan,
one goal established a means for
determining how NAPM will move
and operate in the 21 st Century. The
goal ensures "NAPM has the proper
structure and governance processes
to successfully serve its customers
and the profession in the future, given
the changing environment." This stra­
tegic goal set the stage for one of the
profession's largest studies ever.

The Strategic Plan's action steps
within the goal called for outside
assistance to study the profession
and the environment, assess the
association's current governance
structure, assess and forecast the
future purchasing and supply environment in five and 10 years,
and, if needed, develop a plan to accommodate the changes
taking place in the profession.

To support this goal and ensure that NAPM continues to
provide leading-edge educational products, the professional
environment was in need of study. NAPM and the Center for
Advanced Purchasing Studies (CAPS) teamed up with A.T.
Kearney, Michigan State University, and Arizona State
University.

"The literature from the study is replete with forecasts of
major trends," says Phillip L. Carter, D.B.A., the Harold E.
Fearon Chair of Purchasing for ASU's College of Business and
the director for CAPS. "Many individuals and organizations,
public and private, invest a great deal of resources into forecast­
ing the future. The challenge with this study was to convert this
abundance of data into information useful for the report."

1Way 1998
Purchasing Today 31



a

Welcome home! Your organization's initiatives have aplace to stay.

If "The Future of Purchasing and
Supply: A Five- and Ten-Year Forecast""
becomes a key resource for you and

your organization. your purchasing and
supply department might end up moving
to a new house. Architecturally devel­
oped by A.T. Kearney. the Forecast
helped design a new house for the pur­
chasing and supply management profes­
sion. From the foundation to the roof.
the House of Purchasing and Supply is
constructed to capture all the key com­
ponents of the profession.

The House That A.T. Kearney Built
More than a year ago. A.T. Kearney

developed the House of Purchasing and
Supply as a result of a leadership practices
study. Today. each room in the house is
laid out to help purchasing and supply
professionals evaluate their own prac­
tices and match them up to the variQus
functions and activities with the differ­
ent rooms to develop a focus.

The Floor Plan
For example. the top two rooms in the

house, purchasing and supply strategy
development and purchasing and supply
organization, are direction-setting pro­
cesses. At this level. strategy for the
coming years is being developed. If one
enters the middle rooms (strategic

HOUSE OF PURCHASING
AND SUPPLY

Use the house
to place your
organization's
initiatives in
the right
place.

el998 A.T. Kearney. Inc. AD Rip Reserved
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sourcing. supplier management and
development. and day-to-day purchas­
ing) the rooms are designed for core pur­
chasing and supply processes. Here. the
real work is being done. The foundation
of this house is made up of information
management. performance management,
and human resources management ­
the support and enabling processes of
the house.

Basically. the House of Purchasing
and Supply can help any organization
put their house in order in the area of
purchasing and supply. "What organiza­
tions can do with this structure is evalu­
ate their own practices and match up
various functions and activities with the
different rooms and then get an idea of
where their focus is." says Tom Slaight.
vice president of research and develop­
ment for A.T. Kearney. "Each organiza­
tion can see for themselves whether or
not their activities fall into direction­
setting. core procurement. or supporting
processes. From there, they can determine
where they need to spend more of their
time."

A liVing Room Example
The study itself moved in and set up

house in the House of Purchasing and
Supply. "The Future of Purchasing and
Supply" has 18 initiatives. Each initia­

tive was matched with a room or
rooms in the house.

1. Electronic Commerce - Room V
2. Strategic Cost - Rooms III,

IV, and VII

..

•

3. Strategic Sourcing - Rooms III and IV
4. Supply Chain Partner Selection and

Contribution - Rooms I, II, and IV
5. Tactical Purchasing - Rooms I, III,

V, and VII'
6. Purchasing Strategy Development

- Rooms I, III, IV, VII, and VIII
7. Demand-Pull Purchasing­

Room V
8. Relationship Management­

Rooms I, II, and VIII
9. Performance Measurement­

Rooms VII and VIII
10. Process Uncoupling - Room II
11. Global Supplier Development­

Rooms IV and VI
12. Third-Party Purchasing - Rooms I

and III
13. Virtual Supply Chain - Room II
14. Source Development - Rooms II

and IV
15. Competitive Bidding and

Negotiations - Rooms II and III
16. Strategic Supplier Alliances­

Room III
17. Negotiations Strategy - Room III
18. Complexity Management - Rooms.

I, II, and III
To review each initiative go to page 23

of this issue.
As you look at all the data coming out

of the study. this house can be one tool
to help you prioritize and sort through
the wealth of information. iii

By Julie Murphree, editorfor Purchasing Today".

Direction-Setting
Processes

Core
Procurement
Processes

Supporting/
Enabling
Processes

Ma\' /99R



Tracking the trends: What is being said,
what has been done, and what could happen.

- The Future of Purchasing and Supply: AFive- and Ten-Year Forecast

"Relationship management will change, but the distinction
between supplier and customer relationships will remain. A
few companies will see an elevated procurement relationship;

others will broaden to amore alliance base:'

may be more recognizable in hindsight,
but at present, executives must rely on
present conditions, combine them with
insight, and give their best assessment
of the future.

How Far Along Are We?
Several of the trends presented in

"The Future of Purchasing and Supply:
A Five- and Ten-Year Forecast" may not
come as a surprise to purchasing and
supply professionals. These practices
are in motion at several organizations
around the country. The following
examples illustrate how these trends
appear in practical situations.

Robby Roberts, who works for
Southern Natural Gas (Southern
Natural), based in Birmingham,
Alabama, has a unique title. Since
November of 1996, he has been an
alliance manager. In March of 1996, his
organization went through a reengineer­
ing process. The result was an obvious
need for stronger alliances and someone
to be devoted to that objective.

But what exactly is the role of an
alliance manager? According to their
official job description, responsibilities
include: Managing the relationship with
operations, alliance partners, and cus­
tomers, including terms of agreements,
establishment of measures, performance
against measures, resolution of disputes
and discrepancies, and implementation
of enhancements.

Notice the focus on managing the
relationship, versus managing a com­
modity, or a process. Southern Natural
realized the importance of devoting
efforts specifically to the "human"
side of the business relationship.

stressing cost reductions, the develop­
ment of ERP systems or strategic cost
management systems supports that," he
says.

Tactical purchasing and its growing
tendency to be outsourced is another
of the "Future Forecast" predictions
receiving attention. Thomas Slaight, vice
president of A.T. Kearney says, ''I'm
amazed at how much more acceptable
outsourcing has become in the last 15
years." A method that was previously
only considered applicable for data
processing or payroll is becoming
commonplace for any function not
core to the business.

One response to "The Future of Pur­
chasing and Supply," is that the predic­
tions do not contain new information.
If someone is looking for a shocking
statement about the way they will be
doing their job five and 10 years from
now, they won't find it. The distinction
that the "Future Forecast" makes is that
these methods will become more accepted,
commonplace, and even a standard for
the purchasing and supply function.

"The study shows that they will
become more prevalent," says Phillip L.
Carter, D.B.A., director of CAPS. Whereas
in the past, professionals may have read
about these practices at leading-edge
firms, they should not be surprised to
find them more and more, and even
implemented at their own organization.

Phillip Carter says another reason
these predictions may not seem terribly
dramatic is that it is difficult for business
executives, or anyone, to predict 10
years into the future. "Few individuals
can or will make projections that incor­
porate major discontinuities," says
Phillip Carter. Such discontinuities

Have you ever seen a movie or read
a book that was so full of informa­
tion and ideas that, even after

walking out ofthe theatre or closing
the cover, you had to take some time to
digest it and determine your thoughts?

Such is the case with 'The Future of
Purchasing and Supply: A Five- and
Ten-Year Forecast," recently released
by NAPM and the Center for Advanced
Purchasing Studies (CAPS). It is a
mountain of information about the
emerging trends and practices within
the profession.

"I don't think an individual will be
able to get his or her hands around the
impact of this," says Joseph R. Carter,
D.B.A., C.P.M., NAPM Professor at
Arizona State University. It is difficult
to absorb such a large body of informa­
tion and analyze it at the same time.. The
study has just been published, but as
researchers have presented their findings
to various groups, some initial reactions
are becoming clear.

The concept that electronic commerce
and the Internet are just in their infancy,
playing a much larger role in the future,
is fairly universal. Keith Erickson,
director of corporate procurement at
Intel Corporation, agrees. Even though
currently, online catalogs are the extent
of true electronic commerce, he believes
that it's only a matter of time before the
technology expands. "The return on
investment is very low right now, but
we all realize it is going to be how busi­
ness is conducted in the future," says
Erickson.

Another area where Erickson agrees
the Internet will expand its role is as an
information source to suppliers. At Intel,
they have recently launched a home page
for suppliers, which allows them access
to Intel data.

The areas in which organizations
choose to invest is another clue to the
acceptance of a predicted trend, such as
the development of enterprise resource
planning (ERP) systems. The "Future of
Purchasing and Supply" addresses
strategic cost management and that may
have the most profound impact on a com­
pany, according to Carter. "If you look at
the CEO trends, and their emphasis on

40 Purchasing 7bclay May 1998
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According to "The Future of Purchasing and
Supply'" in the future, supply chain organiza­
tions will shore on unprecedented~of
resources with other members in the chain.
Although there is no general consensus that
Financial resources wilt be included in that
pool, other resources, especially those in non­
strategic areas will Row Freely between supply
chain members. The motivation for this shoring
process stems From the deep relationship foctor
between the organizations. The realization is
that world-closs suppliers are needed to meet
future competitive requirements and lending
aid or support to a supplier is helping your
own organization. The focus will be ·What
can we do as a supply chain?·

full presentation. "We tell them how we
operate. and we want to understand how
they operate also'-' Not all have been
receptive to this concept. In some situa­
tions. suppliers have chosen not to enter
into the relationship because of it. "But
we hope that next time around, they'll see
the benefits of what we do," says Roberts.

"The Future of Purchasing and
Supply" predicts an increase of profes­
sionals in this role. Dallas agrees that
people in this capacity are definitely a
necessity. "In order for any company to
survive, they've got to figure out how
to get to these synergies and cut total
costs." Will this happen more frequently
in other organizations? According to
Roberts. the major hurdle standing in the
way is a culture change by both the ser­
vice provider and the end user to have
trust between the parties. "It·s hard for
both to look at each other as working
toward a common goal rather than the
old style of 'who can get the most out of
whom, ", he says.

Dallas adds two other key success fac­
tors. "It's got to be driven from the top or
it's not going to work." Also, to be a true
alliance, he explains that the commit­
ment to the relationship must be just as
strong in both the procurement and sup­
plier organizations. And all the parties
involved must understand that it will
take time to perfect. Dallas says the ben­
efits are gradual; you won't see them
right away. "The first year implementa­
tion will be painful; the second year
might be better. as both organizations
begin to see benefits; hopefully by the
third year, it's how you envisioned it
would be. Even though we're in the
early stages, we've come a long way.
It's a long-term commitment." ~

You are in the hotel induslry. One ofyour /hem same humanresourc;es praeti~tfi¢.
slralegic flmct;aos includes housing guesIJ .<r(IdiA"'" .' '. It. •

making /heir slayatyour focilitya pleasantohe: fi;i,p("" h

One dayyou receive a telephone call from a
lang-time supplier. 'This smaller company pro­
vides you with the buffer cream chocolates that
are left on guests' pillows each night - a sig­
nature traclemorlc ofyour company. During
the course ofthe telephone conversation, your
supplier informs you that their human resource
department is in shambles. A couple of key
employees have quit and the lack oforganiza­
tion is disrupting their day-to-day functions.
You offer to send them some ofyour human
resource personnel to sort through the confu­
sion, and keep administrative procedures,
such as payroll, insurance benefits, and basic
employee contact running smoothly, yntil they
can hire some additional staffon a permanent
basis. You also offer to help them with the hiring
process, and in the meantime, share with

take them one step further by applying
them to a relationship rather than just a
purchasing transaction. "You have to be
a change manager." says Roberts. Getting
competitors working together is just one
example of how an alliance manager
works with changing philosophies. If
Southern Natural is developing a supplier
to handle painting in a particular territory,
the alliance manager may work with
another painting alliance contractor.
from another territory. to share tech­
niques and processes that will benefit
the other supplier and Southern Natural.
The alliance manager facilitates that
communication and maintains the
balance in both relationships.

"Sometimes you have to be pretty
thick-skinned." says Roberts. "Until
people understand this idea, you have
to do quite a bit of explaining." They try
to do extensive explaining when evalu­
ating the possibility of an agreement. by
bringing in suppliers and giving them a

cWendell Dallas. another alliance manager
at Southern Natural stresses that the role
includes keeping his organization and
supplier organizations aligned with this
philosophy. "You really have to remind
your partner and your company that this
is the direction we all want to go - that
is, we all share the same vision."

Southern Natural believes it is the
correct direction. "We did it to give
better service and. ultimately, see total
cost reductions." said Roberts. This may
sound similar to the objectives of a typi­
cal purchasing and supply manager, but
Roberts must be more than that. Taking
responsibility for all aspects of the rela­
tionships means that he has to represent
both parties - the purchasing organiza­
tion and the supplier. He has to look at
long-term relationship issues, so the
supplier's interests are always part of
his concern.

For example. on a recent project that
went over budget. Roberts initiated an
examination of all the information. and.
after reviewing the project step-by-step.
determined that errors were made by the
procurement organization and money
should be refunded to the contractor.
Not only was it the fair thing to do.
but in looking at the big picture. that
specific amount of money didn't matter
as much as maintaining the integrity of
the relationship. considering the total
cost to the company for that supplier
came in at 92 percent of budget in 1997.

This type of relationship model also
requires several different skill sets.
Behaviors defined on the job description
include: being a good communicator.
being a good facilitator. and being
patient. Alliance managers require the
interpersonal skills which foster solid
working relationships between suppliers
and internal customers. This is not to say
traditional purchasing and supply skills
are not also needed. But the alliance
manager will start with the basics and
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Presenting these concepts meant
strategic suppliers accompanied Bosco
on expeditions to various South American
banks. "The goal is to give these banks a
competitive advantage," says Anderson.
During these visits, the domestic supplier
and BankBoston analyzed the situation
and determined what the best approach
would be to make that happen. The sup­
pliers' purpose on these trips is multi­
dimensional. For the presentation of
ideas, they acted as consultants and edu­
cators. They were able to make determi­
nations about, for example, the records
management market in that region. It
was also crucial that they be considered
a resource to the local supplier, not a
competitor. The exact role that the U.S.
supplier will play is undetermined. Some
may become suppliers to the South
American banks; some may choose a
joint venture with the local foreign sup­
plier. "We're still in the evaluation stage,"
says Anderson. "It may just be an educa­
tional process (for the foreign banks) or
they may end up in a partnership." No
matter the specifics of the relationship,
the knowledge and resources gained will
aid in their strategic operations.

Combining domestic suppliers, foreign
markets, and foreign suppliers is certain­
ly no easy task. What does it take to initi­
ate this scenario and take forward steps
so that all parties can realize the benefits?
"Reverse marketing," says Bosco. "With
our domestic suppliers, we had ongoing
discussions, showing that it would be in
their best interests, not only to serve a
need of BankBoston, but also in terms of
their own strategies." This type of action
doesn't fit into all supplier strategies, but
for those that had been aware of foreign
possibilities, this initiative by the pro­
curement organization was just the push
they needed.

Getting domestic suppliers to cooperate
is just one aspect. The foreign banks and

Dick Anderson, director of corporate
supplier management, moved to South
America to develop a corporate supplier
management business plan, an element
of which was the implementation of new
processes. As the development evolved,
it became apparent that current U.S.
suppliers might be the perfect resource.
"Introducing some of the synergy that
we experience with our domestic sup­
pliers became an obvious choice," says
Anderson. For example, in the foreign
banks, dead files and old documents
were being stored in warehouses for
excessive periods of time and in a rather
inefficient manner. Anderson was able
to present them with a different picture:
On the domestic front at BankBoston,
through strategic supplier agreements,
an outsourced records management pro­
gram was developed, utilizing retention
schedules and a sophisticated manage­
ment approach. This vastly improved
the processes and eliminating the need
for a bank-owned warehouse.

- The Future of Purchasing and Supply:
AFive- and Ten-Year Forecast

If a division of your company, were
experiencing phenomenal growth,
including increased revenues, it would
only make sense to provide that division
with the best resources to give them a
strategic competitive advantage. cor­
rect? BankBoston certainly thinks so.
In S"outh America, they have banks in
Argentina, Chile, Brazil, and Uruguay
that are tripling their number of branches
and contributing over 20 percent of the
total organization's revenues.

Yet despite this expansion, and obvious
market growth. the business philosophy,
in terms of purchasing and supply man­
agement's function, was lagging behind.
Their transaction-driven philosophies
were not unlike common U.S. practices
20 years ago. BankBoston has taken a
strategic approach to supplier develop­
ment in the United States in recent years,
and they wanted to leverage their exper­
tise in South America as well, according
to Vin Bosco, senior commodity manager
at BankBoston. They wanted to apply
some of the strategies, such as reducing
supplier base and pre-negotiated pricing,
to the foreign banks.

"Globalization will
become areality for many

supply chains; companies will
develop world-ciass
suppliers in emerging

markets:'
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cF~{·~...·_9'~...CIoc:b.-'YClCI: . '.' '.AcconJing , ,"'-0~ wiIb)"04K~partner' " ondSUpply,.... ..,
WIio'T~~~usicl intlte""'; h.ic:OmefnUch .
him. YClCI_~ IhoJ illhos. rods 4IIIlO&naI, ~ .
CII'I'MtcIof,our~1ft3-fOOt~,• competilM.NO~' ,'. '>''''
0f'PClMCI1o ,2-foot MgmeI'IIs, )'011 wouldbe haw 10 lose in orderfor~.,wm.1oIb
able 10 SO\I8 an enlire sfIfJp in your monufoe- organizations will be coming 10 .... tahIe
luring process. It will increase )'OIIr supplier's wilh the objectiw of adding value 10 the sup-
com as they moire more cuIs when rods come ply chain process. Through more open com-
off their production line. Together, with calcu- munication, the parties ilNOlved will look at
laton in hand, )'011 and)'OIIr supplier weigh information objectiwly, and make sound
your potenlial cast savings CIf1C/inst the extra decisions Ihat will give their supply chain a
cost 10 them. By the end ofthe session, fig- competitive advantage over another compet-
ures show that by acIopting the new process, ing supply chain. If any procurement partner
your procluction cost savings will be greater or supply partner M'oses,M it is c~sid~red a
than the supplier's cost increase, the list price loss to all. Anything less Ihan a Win-Win

ofclocks can be clecreasecl by 4 percent, and situation will be considered a failure.
market share will increase within 6 months.
You both agree to this new arrangement and
the negotiation is complete.
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atcorporaIe headquar1ers, sou~ for /he best minules. Rumor has it there used 10 be Five or six
rate on in-house printing services, and solicited people assigned 10 the tasks you Finished today.
feedback From internal customers on your com-
pany's cafeleria service. Yoll dicJn't touch one One trend predicted by "The Future of
purchase orc/er or paper document, Thanks 10 Purchasing and Supply" is that the Internet's
the Inlemet, and your supplier's online catalog, impoct on the supply chain will rival the inter-
the office supplies are on their way and pay- state highway's impoct on the transportation

' .. ',--,_ .,,'C.. " .... ,':0",

indus\ii'n...nlajor obstocletOthis pi:.th. is
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cn~.·•.. 'iN'.n:ho$i· ···cJnd.'~.'··~.•'.'.~..' ilI.·.'.•.IiW...,..~.'>'. ..~ ,119< . .,." ..,,'cis will hcMt so much secure '. aiid' ,.
tools at their disposal that the detertninatiOn of
a good purchasing system for non-strategic
items will be based on the efficiency of pur­
chasing execution. Although the personnel
resources for tactical purchasing will diminish,
they may just be reallocated to more strategic
functions.

their local suppliers may feel extremely
threatened by this concept. Anderson,
who spent months with the foreign banks
before recruiting the U.S, suppliers,
says that you must be careful to respect
past practices. "How foreign entities do
business is probably not going to be the
same, but that doesn't necessarily
mean it is going to be wrong," says
Anderson. The cultural differences.
combined with the prevalent "tradi­
tional" purchasing and supply philoso­
phies meant that these new ideas
weren't always easily grasped. "To
leap 20 years in one office visit is a
difficult thing to accomplish," says
Anderson. His physical presence in
South America helped to create the
climate appropriate for suggesting
U.S. supplier involvement.

One of the initiatives addressed
by 'The Future of Purchasing and
Supply" predicts that this type of
practice will become more prevalent
in the coming years. Leading-edge
companies will develop world-class
markets and continue to ask current
suppliers to grow with them. In some
situations, existing domestic suppliers
may partner with the foreign local
supplier. The strategic cost savings, to
all parties, might make this methodol­
ogy a future standard, as 'The Future
of Purchasing and Supply: A Five­
and Ten-Year Forecast" predicts, but it
will only succeed if organizations
realize its limitations.

"It is not a cookie cutter formula,"
says Anderson. BankBoston realized
that in this particular situation, with
the extreme rate of growth in South
America, there was an opportunity. But
what is working in one area of the world
may not in another; what attracted one
domestic supplier will not appeal to
all. And even once a supplier is
involved, the situation will be cus­
tomized depending on the needs of
the foreign parties. "To introduce
these new practices presents tremen­
dous opportunity," says Anderson. ~
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- The Future of Purchasing and Supply: AFive- and Ten-Year Forecast

11llird-party purchases of non-strategic items will incre~se.
Leading finns will buy all tactical products and services under

master contracts:'

By Roberto J. DuffY, writerfor Purchasing Today',

Photo (page 41) bySolltlHnr"ufo,.", Gas,
(page 42) by BtmlrlltJSfOtJ, and (page 44) by BoscIJ

Automotlo" TeclJllology

70 MRO suppliers. They also save by
eliminating redundant processes, like
filling out the same paperwork month
after month for standard supplies.

In addition to supplying materials,
the third-party assigns an applications
engineer, who works on-site at Bosch.
That person works directly with Bosch
employees on product improvements.
They deliver tools right to the company's
work stations, saving on labor and
reducing administrative costs. "It has
improved the productivity of our people,"
says Wolkenheim. "Down the line, that
improves the quality of our final product."

Certainly this type of third-party agree­
ment is in use today, but will the pre­
dicted trend become standard practice?
Wolkenheim says that although integrated
supply isn't a new idea, it is getting more
and more recognition. At Bosch, the
operation is expanding to include some
of their other facilities.

In order for this practice to be successful
at other organizations, they will have to
make an informed decision about which
integrated supplier is the best fit for their
organization. At Bosch that meant com­
prising a cross-functional team, which
examined several integrated supply ser­
vices. They made precise calculations
about the savings, in terms of time and
money.

His advice to any organization con­
sidering a third-party supplier for non­
strategic items is to realize that no
supplier program is the same. Most have
a good understanding that for any orga­
nization they service, there is going to
be customization. Once the process is in
place, mod:fications may be needed, and
purchasing and supply managers should
try to be as encompassing as they can.
Says Wolkenheim, "If I'm trying to
locate a particular item, my first thought
is that perhaps my integrated supplier
can help us out."

The above organizations have taken
strides that coincide with the trends pub­
lished in the "The Future of Purchasing
and Supply." But an isolated incident
does not a trend make. The study implies
that these activities will increase, become
more acceptable, and more resources will
be provided in the next five and 10
years. Until that time,leading compa­
nies will venture into these activities,
perhaps shocking suppliers and business
partners along the way. But that is
where the lessons will be learned. The
successes that purchasing and supply
professionals read about today, may
become their task tomorrow. m

the production of product. That includes
perishable toolings, shop rags, and items
that go into maintaining the facility.

The supplier provided the software that
is used and they manage that inventory.
Bosch doesn't pay for any of the products
until they use them and they've saved by
eliminating individual purchase orders.
"It takes us out of the whole planning and
procurement process for standard supplies
not associated directly with production,"
says Frank Wolkenheim, purchasing man­
ager for Bosch.

The major benefit is cost savings.
"Some of the items that we're talking
about have such a small dollar value that
the administrative costs associated with
their procurement were ridiculous in
comparison," says Wolkenheim. Since
the switch to an integrated supplier he
estimates the savings to be in the 20
percent range, and they've eliminated

A reoccurring theme when discussing
purchasing and supply management's
function is adding value. Many would
say that the procurement of the tactical
items does not add value, but handing
over management of non-strategic items
to a third party - making that procure­
ment decision is going to add value.
Using an outsourced supplier's buying
leverage for your benefit frees up pur­
chasing and supply managers for more
strategic activities.

Bosch Automation Technology has
made this move. Based in Racine,
Wisconsin, Bosch designs, manufactures,
and implements factory automation sys­
tems, and has locations throughout the
world. At the Racine location, Bosch
contracted a supplier who specializes in
providing an integrated supply service.
Under the 2-year contract, this third-party
provides anything that is not used within

c
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The trends have been presented. What can you do to prepare for them?

May 1998

• Next, determine your one, two, or
three most strategic suppliers that
support those core competencies.
This is not necessarily your largest
suppliers. but the ones that are inte­
grally linked with your strategic
plans. As your business is going
forward to the future, these are the
suppliers that will be making those
changes with you.

• Establish a rotational program that
would place engineers, marketers,
and employees from other departments
into the purchasing and supply depart­
ment and vice versa. This rotation is
required for all parties to understand
internal requirements. As relationships
within the organization become more
integrated, and responsibilities overlap
with cross-functional teams and rela­
tionship managers, this knowledge
is vital. It also helps to establish the
rights of the purchasing and supply
function within the organization.

• Realize that procurement is going to
be asked to playa much larger role
than in traditional business models.
Even entry-level buyers can prepare
for these trends by taking a more active
role in knowing sources of supply,
knowing unique and competitive ways
to receive materials, and understanding
the supplier marketplace so that oppor­
tunities become apparent.
Robert M. Monczka, Ph.D., C.P.M.,

NAPM professor at Michigan State
University, adds:
• Put in place an extremely effective

strategic cost management program.
Based on the 1997 CEO Global
Business Study by A.T. Kearney, cost
reduction issues are still the main focus
of CEOs, COOs, and CFOs, in terms of
the role purchasing and supply chain
management plays in any organization.

• Attempt to fully integrate the supply
chain on a step-by-step basis. This
should be done by applying informa­
tion systems technology.

• Link the organization's purchasing
and supply function to the economic
performance of the firm. There may be
parties, both internal and external, that
say this is not possible, but through
strategic cost measures it is not only
possible, but a necessity to be a strate­
gic player in your organization. One

Continued on page 49
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HRealize that procurement is

going to be asked to

play a much larger role than

in traditional business

models.H

- Thomas Siaight

through their supplier relationships. To
move to this next level, which brings
recognition to the profession, as well as
having a strategic impact on the company,
here's what will be required.

Advice from the Researchers
Thomas Slaight, vice president at A.T.

Kearney, suggests the following steps:
• Examine your own procurement orga­

nization. in conjunction with other
executives, and determine your core
competencies. What activities do you
do that best support the business?
These will solidify your strategy and
dictate which of the 18 core initiatives
you can focus your energies upon.

lYing ItAll Toge1her
"Mest of the global trends that were initially gathered

spoke to a macro level. A few were concerned with
major business and organizational issues. Virtually

none spoke specifically to the issues of pur­
chasing and supply in business organizations.

Thus the project had to make inferences
about the implications of the global

trends for purchasing and supply, on
organization and individual levels:
says Phillip L. Carter, D.B.A., director

of CAPS. This is similar to the chal­
lenge that now faces purchasing
and supply professionals as they

take these predictions and relate them
to their own organizdtion. In the logo

designed for the study, the objectives are
illustrated. Global issues, individual actions, and

organization objectives are ultimately intertwined, with
each factor impacting and reacting to another. (For more infor­

mation on the global trends that were examined, see "What Will
Make the World Go 'Round?" on page 48.)

It's nearly impossible to pick up any
magazine or newspaper that is not
reporting the results of an in-depth

surveyor study. Researchers and academi­
cians produce volumes of data and analy­
sis on a multitude of topics. While this
information may be very interesting, it
only becomes valuable when its applica­
bility can be determined. As a supply
manager is charged with reducing produc­
tion costs, what steps should be taken to
prepare for these trends? As a purchaser
talking with suppliers each day what are
the most important lessons to absorb
from the study? As a buyer sourcing for
materials, what active role can be played
in the implementation of new processes?

According to the researchers of "The
Future of Purchasing and Supply: A Five­
alld Ten-Year Forecast," purchasing and
supply professionals, whether they are at
an executive or buyer level, can be active
in the manifestation of or preparation for
these trends. The trends presented sho'w
the changing nature of the profession,
as its professionals will be requir~d to be
more of a value bridge between suppliers
and internal customers, rather than merely
finalizing contracts. They will be charged
with adding value to the total organization



What Will Make the World
Go 'Round?

As researchers began collecting data
for "The Future of Purchasing and
Supply: A Five- and Ten-Year Foreeast,"
one of the first steps was to examine
global environmental trends that will
shape our future. This infonnation,
gathered from various publications and
sources, may be applicable to any indi­
vidual or organization, on both a busi­
ness and personal level. These trends,
and their implications, were used to
develop the 18 core initiatives that are
addressed in "The Future of
Purchasing and Supply."

Demographics
The population will increase

rapidly, with trivial slowing beyond
2003. The majority of growth
will be in developing countries.
Increased migration and resultant
diven,ity in the labor force will
occur.be average age of the pop­
ulation will increase from 25 to 42
by 2050.

Natural Resources and the
Environment

Energy needs and consumption
will rapidly increase, due largely to
population growth, increased per
capita consumption, and urbaniza­
tion. Energy consumption alone
will increase by 54 percent world­
wide by 2015. Food supplies will
exist to meet demand, but infrastructure
and political problems will keep a large
percentage of the population in develop­
ing countries underfed. Water will be a
limiting factor in agricultural produc­
tion in developing countries. There will
be increased integration of trade and
revised environmental agreements.
International environmental standards
will be set for all new technologies.
Differentiated environmental roles will
exist for developed and developing
countries.

SodailPoHtical Environment
There will be continued existence

of small, localized conflicts and funda­
mentalist movements punctuated by
religious struggles and human rights
movements. Global economic powers
will include China, followed by the
United States, Japan, and other Asian
influences after 2003. There will be
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a transition from regional political
alliances to global arrangements.

Industrial Policy
Falling trade barriers, expanding

transportation networks, and explosion
of technology will establish links
between the world's manufacturing and
service providers. Privatization will
increase. Intellectual property rights
will continue to be difficult to enforce
as the gap between rich and poor
nations widens.

Global Business Environment
Gross Domestic Product and Gross

National Product growth will be at
approximately 4.3 percent in the near
tenn. Investors in industrialized nations
will continue to invest in high growth
potential countries with stable economic
and political environments. We will see
greater linkages among world equity and
bond markets with continued strong
growth. With relatively low/stable inter­
est rates, companies will continue to
invest in increased capacity worldwide.

The Work Environment
In developed countries, greater

responsibility and flexibility will be
sought by employees, including increased
telecommuting, increased number of
women in the workforce, and increased
average age of population. In regard to
employee skills, there will be an

increased emphasis on accumulation
ofhuman capital, a lack of technically
qualified personnel, increased replace­
ment of expatriates by indigenous
personnel in managerial positions,
increased number of women with a
declining number ofolder men in the
workforce, and increased migration of
unskilled workers into developed coun­
tries. Researchers predict vast improve­
ment in educational levels of both
developed and developing countries,

a boom in college enrollment
through 2010 worldwide, particu­
larly in the United States, and con­
tinual improvement in educational
levels ofdeveloping countries.

Technol.
Explosive growth in the develop­

ment and use of information sys­
tems will lead the technology
revolution as information and
other technologies advance at an
accelerated rate. Further use of
computer aided manufacturing and
process improvement will result in
lower costs and greater flexibility.

Markethnsactlons
Consumers are more willing

to shop for name brand items at
a discount price. Consumers are
looking for the outstanding product
at a reasonable price. Retail shop­

ping will continue to exist, but there will
be a disparity between the discount end
and high end - both of which will pros­
per. Internetcommerce~ilIbe com­
monplace and businesses that do not
transform and adopt the world of
e-commerce will be faced with extinc­
tion. (}ollSU!Ders will~ able to shop for
all 800ds fl'bnfhomeandthe firms that
eJce1ittPlOvidina ~user-friendly, cus­
tomer servt<:eoriented ''product'' will be
the most successful.

The challenge researchers were faced
withw~~tennining how the above
trends wOuld impact business organiza­
tions. and ultimately, purchasing and
supply professionals. Understanding the
global trends. transferring them at the
organizational ~evel, and applying them
at.the indi~uallevelwill be the key to
trUly~8 advantage of any research
study.
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mustration (page 47) by CAPS

constructed llsing different assump­
tions about different forecasts and
different mixes of the forecasts.
Examine factors such as rate of the
change and the impact of the change.
A range of outcomes could be con­
structed with various probabilities
attached to each. This would allow for
both planning and risk management by
the organization.

• Follow the trends. As the forecasts are
repeated and updated by CAPS and
NAPM. companies can match their
own experiences against their fore­
casts. This will allow them to inte­
grate rates of change and forecast
error into their planning process.
As with any advice. it needs to be taken

in perspective. As organizations evaluate
which of the 18 initiatives are applicable
to them, purchasing and supply managers
will need to prioritize their plans for action.
Absorbing the comprehensive research
found in "The Future of Purchasing and
Supply: A Five- and Ten-Year Forecast"
is just the first step. Preparing for the
future it predicts will be the responsibility
of members in the profession. m

Ifyou waited until 1998
to buy a new Purchasing system,

you're about to be rewarded for your patience...

and see how accurate predictions in
this year's stUdy were. In addition to
comparing current forecasts, new pur­
chasing and supply Initiatives could
also be isolated. Carter says that
although some specifics within the
methodology would change, the final
study would still be comprised of ele­
ments that pertain to global, crganlza­
tlonal, and Individual Issues.

the information provided in the study:
• Compare company forecasts with the

forecasts provided in the study. Look
for major differences between the two.
For example. one of the concepts dis­
cussed in "The Future of Purchasng
and Supply" is supplier assessment.
The report says evaluations will
become more precise and detailed.
Does your procurement organization
have plans to incorporate more com­
prehensi ve supplier assessments'"
If you see conflicting priorities.
those areas should be examined and
rationalized.

• Use the forecasts for dynamic planning
exercises. Various scenarios could be

The Future of the Forecast
What is the next step for researchers,

in terms of 'The Future of Purchasing
and Supply: A Flve- and Ten-Year
Forecast"? According to Phillip L. Carter,
D.B.A., director of CAPS, the options
remain open to conduct a similar study
in coming years. Since the study
addresses the purchasing and supply
profession using flve- and ten-year
forecasts, it would be interesting to
revisit focus groups at those windows

step to accomplishing this is to get
finance involved.
In addition. Joseph R. Carter. D.B.A..

C.P.M., NAPM professor at Arizona State
University. offers the following advice on
how professionals can prepare for the
future. taking into account the trends that
researchers have predicted:
• Standardize and simplify your supply

chain. Procurement organizations will
be required to form strategic alliances.
but in order to apply that focus. a clear
determination of who is in your sup­
ply chain and their exact role will be
required. Standardizing your supplier
performance metrics will be important
for evaluation and measurement.

• Align the procurement strategy with
the corporate strategy. Carter agrees
with Slaight in stressing the impor­
tance of linking the mission of pur­
chasing with corporate objectives.
Not all of the 18 issues addressed by
'The Future of Purchasing and Supply:
A Five- and Ten-Year Forecast" will
apply to every organization. and of
those that do apply. not every issue is
a core competency. Narrowing your
focus to those"trategies in which pro­
curement can add value is the key to
getting the most out of this study.

• Participate in self-education. It is
apparent that many of the trends
predicted may not have a day-to-day
affect on each member in a purchasing
and supply department. Many discuss
strategy decisions or other upper man­
agement concerns. For the professional
that does not play that role in their
organization, it is important to prepare
for the fact that eventually these trends
will have an affect. even on day-to-day
operatior.s. By doing a self-assessment.
continuing corporate education. and
absorbing knowledge about the supply
chain. purchasers at all levels can play
an active role in whatever changes
may corne.
Phillip L. Carter. D.B.A.. director of

CAPS. rrovides some interesting ways
that organizations and individuals can use
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Buyers pare down supplier rosters
by Mark VIgOI'OSD

Optimization pays off

Purchasers have high hopes for their optmiZation efforts,
and some have already begun to reap the benefits of an
inCI"eaSingly fine-tuned SUpply base. Lower overall cost is
an advantage cited by nearly fiNery buyer polled by
PURCHASING. Bottom·line S8Yi'1gs are the result of
lower costs in administration, supply management,
inventory management, and acquisition•

"Suppliers stock our makltenance supplies inventory
based on eredet8rm1necl minimum and maximum
quantities, says one purchasing agent -rhis means
fewer man hou... for us and a huge reduction in
paperwork.-

1IIIIKI:......c~•••1I'11

,........'1'==1.....-
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Buyers also point out benefits such as reduced
inventory, higher quality. better delivery perfonnance,
shorter 1eadtim8B, stable pricing, reduced waste, and
greater speed to mBricel J.J. Keslin, purchasing

manager at Grundy industries, says, "We're seeing standard quality In a timely fashion at a price level at which
we and our suppliers WIll be profitabte.-

When PURCHASING asked buyers what tends to happen after B supplier has earned preferred status, 52%
say performance steadily improves. while 26% notice no change. and just 3% experience supplier
c;omplacency. Fact is, once they have achieved preferred atatua, SuppJjers often assume collaboratiVe
partner-like roles. ·preferred suppliers get to knOw how we operate up close, which gives them a better idea of
what we do and what their contribution means to our success.- says one purchasing pro.

Picking the winners

Certain supplier traits earn preferred status from a buying organization, but none is more important than
performance. Nearly 9 In 10 buyers say they look at overall Performance, induding~ and total cost, to

Competition among suppliers continues to heat up. In pursuit of lower operating costs, higher quality, and
reducecl waste, many buying organiZations continue to consolidate their business with only the tap-perfonnlng
suppliers. Fully 81% of buyers responding to a PURCHASING survey say supply-ba8e optimization is a stated
goal of their organization-a trend that is gUanlf'lteed to plant lagging supPliers on the sidelines.

Of the polled buyers whose companies have not made optimization an objective, about 42% sa)' it's not 50
much a stateeI goal, as an underStood best practice. "SUpply-bUe optimIZation is a fundamental ongoing task
of the purchasing function and should not be considered an extraordinary goaI,- suggests Jon Piech-owiak,
pUrchasing agent at Dexter, Michigan-based Industrial Tectonics.

Overt or not, most optimization efforts are sUI in their
ear1y stages, Twenty-six percent of buyers have been at
it tor lesS then 8 year, 30% are in their seconcI year. and
22% are i\ their thircl. And purchasing organizations are
just starting to make a dent in theW supply bases. A 53%
majority of paII8d buyers say they have reduced their
supply bese bYJust 0%-20%, 'While 29% report a heartier
reduction of 20%-40%. As an indication of What's still to
corne, 48% envision a moving "finish line,- planning to
optimize indefinitely.

lof9 2/1199 4:37 PM
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evaluate a supplier.

-A supplier's contract WIJ address performance issues, ancI if failure occurs and we cannot resolve the
problem, the contract will allow for termination,- says lim Ferguson, buyer at WatkNt Columbia.

Other evaluation aiteria buyers use include standards for technology development and Innovation (60%),
conformance to plant operations standards (58%), supplier's financial standing (52%), and &Upplier's COlpoiate
culture (24%).

IncentiVe for suppliers to compete for ~erred status is high. According to our survey. 77% of buYerS grant
preferred suppliers the 'ion's share" Of their business for a particular commodity or p8't, and 73% give
suppliers first chance at new business, Further, 63% alloW suppllere to participate in the design process, and
32% of buyers settle on a supplier as their sole &OUfC8 for a particular commodity or part.

Rockyraad

Reaching the right balance of high-performing suppliers is no easy task. Buyers report road block5 at every
tum. from within their company ancI without. IIWIouse apelhy, lack of flexibility, oftice politics, and variances in
user preference often pund'l holes in optimization etrorts.

Diverse internal preferences haVe been a challenge for Jeftrey GosI, senior buyer at NEC America: "We
support many divisions ancI we can't get them to agree on a primary supplier due to individual needs, and
sometimes one supplier can not do everythlng,-

Buyers must also contend with external dlfficultles, iK:luding market volatility and supplier shortcomings. To
make rnattars worse, Items like MRO and high-tech supplies are much harder to optimize than others. Indeed,
61 % of polled buyers agree that the &IJCC8&& of optimization plans depends largely on the parts. materials. or
services being sourced.

Dictated by industry standards and/or user preference. many purchasers are subject to the unchecked pricing
and performance of a sole supplier. David Abrams, PM at Metal Edge International, offers this ~anation:
-Highly specialized industries with less competition are 11'10I'8 rigid. They don't need to change to stay
competitive:

GRASS ROOTS REPORT

Purchasers play global game to win price breaks
The news isn' all bad. Some PMs are still saying things like: 'We have all the business we can handle.- Many
others remain optimistic that bUsiness will pick up again in the early months of 1999. $till. PURCHASING's
latest grass roots poll of purchasers finds cIea" evidence that the Asian contagion continues to spread
throughout the U.S. manufacturing economy,

Buyers for consumer-oriented companies say demand remains relatively taut. "The economy isn't gangbustBrs,
but it isn't weak,- says the PM for a company that makes packaging for pharmaceuticals and cosmetics.
-People IMn1 to have di5p05able Income to spend."

on !he other hand, a ~er frOm illinOiS says, "the economy must be softening," because, ·cold calls and
prospecting by potential suppliers has more than doubled in the last 30 days:

A steel bUyer in Texas sa~, ante mils are telling us that Asian steel (beams. plate. etx;.) GOVers the docks in
all major ports.••Steei service centers have indicated that their inventories are all off-shore material at much
lower cost& than domestic mills."

Another PM remerks that the. -Asian market has Gertainly weakened our economy.- What is more, he notes
that Asian imports appear to be floOding Into SOuth America-a sitUation that Is likely to compound economic
troubles In the U.S. The PM for a company making non-woven roll goods says busIneSS is downright bad.
"We're nlnnlng only 20%-30% of our equipment.·

A Texa&-ba&ed buyer says; "The economy for the 011 patch has startec:l dedining. Major customers have
canceled 25% of orders on the books. Others have reduced buying-and so will we. Some shops have very
little to do. All summer help has been released. Overtime will be the next to go.-

Here are the latast supply trends noted by PURCHASING's grass roots reporters around the country-
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Department ofNatioul Defence seeks single telecom provider for
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T Department ofNational Defence plans to issue a draft request
for oposals early in • 1998 in its quest for a =t1ecom
ServJCe provider for the next 5 to 7 years. This is a .c
change in the way DND will provision its tclccom services because it
will no longer engineer and maintain its own leased private network.
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